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What Westerners miss about Chinese capitalism 

Sometimes, rhetoric can overwhelm rationality. When you examine the likely effects of Chinese policies, 

they don’t look that different to what many social democracies are calling for.

By Sam Lecornu, co-founder and CEO 

like democracy. Having grown up in Australia, where I 

received an education and learnt my craft, I have a 

profound respect for its features, many of which we 

try to recreate at Stonehorn. A diversity of opinion and its 

expression is the essence of our investment process. 

But I have learnt that every experience involves an 

opportunity cost. Despite its multiculturalism, living in 

Australia during my formative years hindered my 

understanding of other cultures. When I went to Japan to 

study during my university years, I realised the stereotypes 

I had implicitly absorbed were profoundly misplaced. 

Middle-aged English visitors to the 2020 World Cup held in 

Russia reported similar experiences. Having been subject to 

a stew of Cold War rhetoric, many were surprised to find 

Russians welcoming and inquisitive. Without the luxury of 

personal experience, stereotypes endure, reinforced in 

movies like The Hunt for Red October. The evil Russians 

might have brought down western democracy were it not 

for Sean Connery. 

The human tendency to define ourselves through the 

stereotyping of others is strong in us all. Despite my 

Japanese experience, I was unable to eradicate it when I 

next got the opportunity. 

In my teens during my first visit to China, I was again 

confronted with my stereotyping brain. Late one night in 

Chongqing - then a city of 9 million, now over 30 million - I 

jumped into a rickshaw with my companions, the warnings 

of my parents to not trust anyone ringing in my ears. I knew 

I 
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no Mandarin, let alone any of the local dialects, and our 

driver knew no English. 

While I secretly worried that my organs were about to find 

their way to a black-market donor, the driver sang to us, 

pointing out local landmarks as we mangled the names of 

local hotels. He made us feel like celebrities. To this day, 

Chongqing is a delightful city, full of friendly, playful people. 

My parents would love it. 

Nowadays, the stereotypical bad guys in Hollywood movies 

are Chinese rather than Russian. In Arrival, for example, it is 

the violent General Shang who betrays the Allies in 

demanding the alien craft leaves Chinese airspace. Such 

cultural artifacts sharpen the warped lens through which 

we see the world. 

The commentary in the west on the flood of recent Chinese 

policy announcements offers ample evidence of this effect. 

We all suffer from preconceived ideas, especially in regard 

to unfamiliar cultures like China.  

Unfortunately, these unconscious biases get in the way of 

understanding what’s really going on. 

Having admitted to my own biases, I’d like to try and shed 

some local light on the matter. Regulatory activity in China 

has been building for years, although the extent of recent 

activity surprised everyone, including us. The suspension of 

the Ant Financial float last November and Alibaba’s 

US$2.8bn fine for abuse of market power in April captured 

the attention of western investors. The pace of activity has 

since accelerated.  

Regulatory concerns 

After expressing concern about ride-sharing company Didi’s 

data security practices, regulators then suggested it delay 

its IPO. Didi declined. A week after listing, the company’s 

apps were banned from 28 Chinese platforms. Jack Ma’s 

problems have been well documented as have those in the 

after school tutoring market, which has been transformed 

into a non-profit sector with the stroke of a pen. 
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The consumer tech sector has been heavily impacted. 

Online games have been described by official news 

agencies as “spiritual opium”, four government agencies 

have proposed to tighten supervision of algorithmic 

recommendations, the Supreme People’s Court has ruled 

against the collection of unnecessary personal information 

without consent, and Tencent, Taobao, Kuaishou and 

Weibo have been warned over explicit content. 

In July, China’s State Council said that rules governing 

overseas listings will be subject to revision, sparking fears 

that the VIE structures used by western investors to gain 

exposure to Chinese stocks are at risk. And the government 

has taken a stake in Bytedance, owner of Tik Tok, also 

receiving a board seat. 

Each day, we receive an email from Credit Suisse with the 

subject line ‘China Internet - Recap of regulatory 

development after 1 July (X)’. Not one working day passes 

without a new entry. For some investors, the flood of 

information has been understandably overwhelming.  

The sell-off in Chinese stocks hit US$1.5 trillion while core 

portfolio holding Alibaba is down 42% this year. For the first 

time since 2017, there are no Chinese entries in the top 10 

of the world’s largest companies by market capitalisation. 

The fall of Evergrande - see my thoughts here - has 

exacerbated concerns. 

The western response has been predictably uninformed. 

China is no longer “investible”; Chinese capitalism is 

“dead”; profits will be taxed out of existence; and those not 

complying with party wishes will mysteriously vanish. In the 

west, motivated reasoning drives a one-sided debate. In my 

experience, the acquisition of knowledge proceeds along 

the path set out in the image below. This is especially true 

of China, where nothing is fully knowable and the more you 

know, the more complex things become. 

 

 

 

 

 

 

 

1 World Bank figures  

Politics clearly plays a role, although it is impossible to say 

to what extent. Around the office, we talk of “reading the 

tea leaves”, the clues and hints that lead from one policy 

position to another. In the past, China has employed an 

entrepreneurial approach even to regulatory development. 

Major policies have been announced with a bang, and then 

either been extended, modified or quietly dropped. This 

may be another such case, although it seems unlikely. 

There are, however, some near certainties from which we 

draw confidence, and which give the lie to much of the 

western commentary. 

The first is that the implicit bargain between the Chinese 

people and those that hold power will endure. If the 

ordinary person’s material circumstances continue to 

improve, confidence in the political system will remain 

strong. As we shall see, the recently announced policies will 

have the effect of improving the lives of ordinary Chinese 

people, thus building confidence in the system. 

Capitalism to endure 

Second, that the mechanism that has created so much 

wealth and lifted 850 million people out of extreme poverty 

since 19811 - capitalism, with a Chinese twist - will also 

endure. With Chinese GDP more than 60 times larger since 

opening up, it defies logic that China would dispense with a 

system that has served it so well. 

Instead, as I hope to explain, China is not working to abolish 

capitalism but is seeking to broaden its benefits and 

ameliorate some of its adverse impacts.  

Third, the western critique that reduced “incentives” to 

become rich will hit the startup economy falls flat. The 

Chinese have excelled at making money for thousands of 

years and the enthusiasm and hunger of the current 

generation of entrepreneurs we meet would awe western 

investors. 

As Dan Wang, a China-based analyst for Gavekal 

Dragonomics, put it in an interview with Stratechery, his 

entrepreneurial friends “would love to have Jack Ma’s 

problems”. To make starting a business all about money is 

to miss most of the reasons why people really do it. 

Fourth, if one believes the prior points to be true, making 

the effort to understand China’s impenetrable politics is a 

fruitless exercise. We won’t be spending any time on it. 

 

https://www.linkedin.com/posts/samuel-le-cornu-04357b79_china-evergrande-this-is-not-chinas-lehman-activity-6846259498433298432-aHRl
https://data.worldbank.org/indicator/SI.POV.DDAY?locations=CN
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It is the effect of the policies that matter, not the political 

machinations from which they stem. 

Finally, it is a mistake to think the Chinese are as 

disenchanted with their political leaders as their western 

counterparts. Between 2003 and 2016, the Ash Centre at 

Harvard University conducted a longitudinal survey, finding 

that, “Chinese citizen satisfaction with government has 

increased virtually across the board”. In meetings with 

company managers and employees on the ground, we 

concur with these findings. 

Because the western experience of authoritarian 

governments is almost exclusively adverse, the average 

westerner’s unconscious bias is to view all authoritarian 

governments as dysfunctional and illegitimate. The average 

Chinese person doesn’t see it this way. They see progress, 

opportunity and the chance to build a better life, courtesy 

of a political system that has made this possible. This might 

be an uncomfortable statement for westerners to read but 

it is nevertheless true. 

My aim is not to lecture or preach but to point out the 

disparity between the reality of life in China and how it is 

typically portrayed in the west. Without an appreciation of 

this distinction, I ask potential investors, how can one 

appreciate the investment opportunities China offers? 

Where authorities might have done a better job over the 

past few months is in framing the many policy 

announcements through their likely effects. What follows is 

our attempt to provide the missing context to the broader 

policy objectives. 

1. Fairer competition 

It’s difficult for westerners to comprehend how online 

everything is in China. Tencent’s WeChat, for example, has 

over 1 billion monthly active users and an unending series 

of use cases. It’s more like an operating system for the 

Chinese internet. This has been a source of great power for 

the country's Internet giants. 

Alipay is similarly omnipotent in payments, as is Didi in 

ridesharing and Tencent in games. The Internet has led to 

some fantastic businesses but, as regulatory investigations 

into Facebook, Apple and Google et al reveal, their power is 

often used to inhibit rather than encourage competition. 

China is no different. Where there is some distinction is in 

the response to the anticompetitive impulse. China’s 

antitrust regulations should promote fair competition, 

establish stronger business ethics, prevent the disorderly 

expansion of capital, and reduce systemic risk. 

Whilst these rules have been implemented with daring 

speed, in the west interventions have been held back by 

political donations and armies of lobbyists. As China 

proceeds to a more competitive capitalism, the west seems 

stuck with its giant, competition-crushing contemporary 

Standard Oils. 

In the short term, these policies will hit incumbents like 

Tencent and Alibaba. Their recent share price falls suggest 

as much. Over the long term, we expect the wider benefits 

will become visible. Business formation and innovation will 

be encouraged, existing small businesses will have more 

protection against predatory practices and pricing will be 

more transparent.  

It is no small irony that China’s political system is more 

responsive to the societal benefits of competition than 

western democracies that so studiously proclaim its 

benefits but do so little to encourage them. 

2. Reduce income inequality 

When an export-led, manufacturing-orientated developing 

economy like China enjoys rising incomes, higher wages can 

put its competitive advantage at risk. China is determined 

to avoid the so-called middle-income trap into which South 

Africa and Brazil fell. 

The country already leads the world in high-value-added 

export industries like renewables and artificial intelligence. 

Growing the size and income of the middle class is another 

priority. The aim is to sustain a growing economy through 

high manufactured exports and domestic consumption - 

the so-called dual circulation model - and that requires 

higher incomes.  

Many of the recently announced policies target this 

objective. Effectively turning the after-school Training 

Institutions (AST) into a non-profit activity is but one 

example. 

China’s education system is fiercely competitive, which has 

allowed the AST sector to flourish. Unfortunately, the social 

and economic costs are high. Students are overburdened 

and lacking in sleep while parents shoulder a substantial 

financial cost. Reducing expensive tuition increases 

affordability. 

Alongside other measures like labour protections and 

higher wages for gig workers, the effect is to increase 

income equality by developing an “olive-shaped social 

structure”. 

https://ash.harvard.edu/files/ash/files/final_policy_brief_7.6.2020.pdf
https://en.wikipedia.org/wiki/Middle_income_trap
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Source: Bloomberg News 

Whilst westerners scramble to understand the context, in 

China measures to increase disposable income and tax the 

rich have caused much less angst. The concept of “common 

prosperity” has historical resonance, with Mao Zedong and 

Deng Xiaoping both speaking of its importance. 

Again, the parallel is striking. Westerners like me agonise 

over the increasingly pyramidal structure of wealth, 

particularly in the anglosphere. Our politicians moan about 

inequality and its consequences whilst they take money 

and calls from those that profit from it. 

China watches this, too, but prefers to act. One might be 

surprised at the speed and extent of common prosperity 

policies, but their ambition is hard to contest. An economy 

of 1.4 billion people cannot prosper, economically or 

socially, if a few hundred Jack Ma’s capture 99% of the 

wealth it creates. Having watched the social consequences 

of rising inequality in the west, China is determined to 

avoid this fate. 

3. Promote social well-being 

Many of the recently announced policies, including in the 

aforementioned AST sector, have a social component. They 

are most visible, however, in “flexible employment”. 

About 200 million Chinese are employed as gig workers. 

Lacking bargaining power, about 44% of takeout drivers 

deliver over 800 orders a month. Over a quarter work 12 

hours days. They endure unstable incomes, the risk of poor 

customer ratings, traffic accidents, bad weather and tight 

deadlines. 

In the words of Li Huaqiang, Deputy Director of Transport 

Services at the Ministry of Transport, the companies that 

employ them must now “set reasonable rates for driver 

pay, reveal rates publicly, use algorithms to manage driver 

fatigue and limit working hours, and provide drivers with 

contracts and social insurance coverage.”  

Compared to the western coverage of the new gaming 

restrictions, which limit a child’s time online, the delivery of 

improved wages and working conditions to 200 million 

Chinese workers has gone almost unremarked.  

Of course, these policies mess with the business model of 

former portfolio holding Meituan but it’s hard to argue with 

their beneficial effect. Labour protections and a living wage 

are seen as a right in advanced economies, as they should 

be. The fact that China is now moving in this direction, 

spooking western investors in the process, should be a 

cause for celebration to anyone that wants to invest 

ethically. 

4. Deliver data protection and privacy  

In 2006, Clive Humby, a mathematician by training and 

Tesco marketing guru by practice, claimed that “data is the 

new oil.” Unfortunately, the western regulatory 

environment has yet to acknowledge this fact. The 

European Union’s GDPR laws made a ham-fisted attempt 

but elsewhere, users have little to no control over their 

data and how it is used. Data protection remains a wild 

west in the west. 

China’s recently announced Personal Information 

Protection Law tries to address a similar shortfall and the 

problems it poses. The law has the following features: 

• Establishes comprehensive rules on data collection; 

• Requires data collectors to receive user consent; 

• Requires companies to provide services to users that 

don’t want their data collected; 

• Has strict requirements for transferring Chinese citizen 

data outside China; 

This is one area where scepticism about the ambitions of 

such a policy might be warranted. Nevertheless, the idea 

that users should not be discriminated against for 

withholding their data and companies should seek 

permission to use it would be something many westerners 

would welcome. 

Yes, China is different 

It goes without saying that China is different. One cannot 

imagine a democracy introducing a suite of policies with 

such rapidity and scope. But instead of them confirming the 

typical western bias of China being an interventionist, 

oppressive state, I would ask the reader to consider them in 

light of their purpose and ask themselves a few questions: 
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Do you think gig workers deserve labour protections and a 

living wage? Do you believe the power of platform 

technology companies should be limited, to encourage 

rather than inhibit competition? Do you think that the 

wealth that a society creates should be shared rather than 

coagulate at the very top? Do you believe companies 

should be accountable for the social consequences of their 

actions? And finally, do you believe the ordinary people 

would support these policies? 

Effects over systems 

If your answer to these questions is ‘yes’ in regard to 

western countries, the same should apply to China. It is the 

effects of these policies that matter, not the system of 

government that brings them about. Difficult as it is to 

comprehend, these policies look like the early versions of 

something that might eventually resemble the social 

welfare systems of northern European countries. 

Perhaps this is why westerners find this issue so perplexing. 

Whilst the west, with its structures and symbols of 

democracy, struggles to raise average incomes or 

productivity, flounders amid a warming planet and is ill-

equipped to force businesses to meet their social 

obligations, China, the antithesis of a democracy, is making 

progress on all three.  

 

After an incredible four decades, China has confounded just 

about everyone. The west has continually underestimated 

the long-term ambition of Chinese leaders, the energy of 

Chinese entrepreneurs and the stability of an environment 

that has allowed people and businesses to flourish. 

There are risks, of course, but it is our job to manage them, 

to bring our inherent scepticism and ‘trust but verify’ 

approach to every situation. That is what our investors pay 

us to do. It is also what has helped us see the opportunity 

in BYD and avoid Evergrande. In describing a framework for 

interpreting Chinese policy ambitions and their effects, I 

hope we have shown our experience and skill in doing so. 

Much of the personal wealth John, Duke and I own is 

invested in our investment strategy. The events of the last 

few months have not changed that. Instead, we have been 

putting cash to work in the Chinese market at attractive 

prices.  

That’s easy for us here in Asia, where we can see what’s 

going on and have the experience to interpret it. It is more 

difficult in the west, where every media commentator sees 

things through a western, and often blurry, lens. In a way, 

they make our case for us. You don’t have to know what’s 

going on in China to make money from it; you just need to 

find someone who does.

Stonehorn Global Partners looks for compounding opportunities 
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Pricing risk and opportunity 

If history is any guide, market economics will prevail in China, just as it has everywhere else. 

By John Lam, co-founder and senior analyst 

 

“Different foreign cultures have very different friendliness to the passive shareholder from abroad. Some would be 

as reliable as the United States to invest in, and others would be way less reliable. Because it's hard to quantify 

which ones are reliable and why, most people don't think about it at all. That's crazy. It's a very important subject. 

Assuming China grows like crazy, how much of the proceeds of that growth are going to flow through to the 

passive foreign owners of Chinese stock? That is a very intelligent question that practically nobody asks.”  

Charlie Munger, 2005.

 

ince the Second World War, there has been a long 

period of relative peace and prosperity. With the 

United States at its centre, a stable and unipolar 

emerged, a global marketplace where David Ricardo’s idea 

of comparative advantage created an environment of win-

win thinking. 

The incidence of violence declined, life expectancy rose and 

rapid economic growth delivered impressive levels of 

wealth accumulation. For the first time in human history, 

we had moved beyond economic growth based on 

perpetual territorial expansion. We had found a better way. 

Market principles and the advantages afforded by the scale 

economics of industrialisation transformed post-war 

Germany and Japan into economic power houses. In Asia, 

the process continues; first in Japan in the 1970s, then 

Taiwan and Korea in the 80s, and finally in China, 

accelerated by the U.S. granting of ‘most favoured nation 

status’ in the 1990s. 

In each case, scale economics was the beating heart of a 

giant, self-reinforcing machine that has propelled societies 

into a post-agrarian era of economic growth, 

industrialisation and modernisation. This system, generally 

known as globalisation, depends on a continual supply of 

labour, capital and productivity gains operating in a world 

dominated by Ricardian thinking. 

This process is now in danger of reversing. Whilst the 

plentiful supply of cheap labour in the East encouraged 

foreign investment from the West, bringing rural workers 

to the cities, it cannot go on forever. As of 2020, 

 
2 China Seventh Population Census, 2020 

urbanisation in China had reached 64%2. In South Korea, 

urbanisation has levelled out at about 82%. 

In Europe and the U.S., productivity growth has slowed. 

Innovations like smartphones don’t have the same impact 

on GDP as building tower blocks. As Robert Solow quipped 

in 1987, “you can see the computer age everywhere but in 

the productivity statistics.” As for capital, it too has 

declined as a percentage of global GDP. 

Virtuous circle 

The win-win virtuous cycle that has driven wealth 

accumulation since 1945 is beginning to unwind. When the 

pie is not growing as before, people turn to thinking about 

how it should be divided. In many instances, the result is a 

move away from a Ricardian approach to growth and more 

zero-sum thinking. This is evident in the U.S./China trade 

war but other places, too.   

At a time when the world is shifting from just-in-time to 

just-in-case production, disputes that were once settled 

through an approach of mutual benefit are taking on a 

different tone. There are now more opportunities for 

conflict and greater potential causes of economic 

slowdown. If not properly managed, this opens a path that 

works in the opposite direction to the self-reinforcing 

virtuous cycle of the past. 

This is the structural framework into which the world is 

moving, accelerated by the responses to the global financial 

crisis and now the pandemic. Governments have 

collectively printed a lot of money over the past decade or 

S 
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so. U.S. treasuries have fallen from a high of 15% in the 

early 1980s to just over 1% today. This has caused asset 

prices to increase worldwide, further widening the wealth 

gap and exacerbating instability. 

 

 

 

 

Source: OECD, S&P Case-Shiller, national statistics; The 

Economist 

In some countries, rising inequality and social unrest have 

their roots in how the global economic machinery 

functions. Each country will have its own set of issues to 

address. We need to look at what is happening in China in 

this context.  

China sees the current economic situation as “a window of 

opportunity” to tackle inequality, deleverage the economy, 

rein in corruption and address declining population growth. 

Inequality is an inevitable part of modern economic growth. 

In China over the last few decades, the ample supply of 

labour saw profits accrue primarily to entrepreneurs that 

stood to gain from the very large-scale economics afforded 

by the country’s labour pool. As product demand increased, 

the supply of labour was able to meet it. 

This relationship between entrepreneurs and workers will 

naturally move back in favour of labour, through the form 

of higher wages once labour supply is constrained. As the 

average worker’s wage rises, aggregate demand will 

increase. With such a large domestic market, this helps 

China to establish its own virtuous cycle. Higher wages lead 

to an increase in demand, provoking higher levels of 

production and a greater demand for labour. 

To some readers, this might sound like the wage/price 

spiral of the inflation-ridden 1970s but the context is 

different. Forever pre-emptive of potential social issues, 

the Chinese government is representing the labour market, 

mandating double-digit wage increase in most years since 

2004 and demanding businesses take on more social 

responsibilities. 

This mode of governance may sound at odds with western 

readers’ conceptions of how things should work. It is not 

unique to current Chinese circumstances. The country has a 

storied record of such an approach going back centuries. 

Property makes up over 70% of Chinese household wealth, 

which is a complicating factor. But if markets continue to 

function, the diminishing supply of labour will ensure that 

labour’s share of the economy will increase over time. This 

should naturally diminish inequality. 

The way human beings are wired is such that social discord 

occurs less so because the absolute level of income is too 

low. Instead, we worry that the other guys are getting 

richer faster than us. Once an absolute level of wealth has 

been established, it is relative wealth that people respond 

to. What we can ultimately strive for is equality of 

opportunity rather than equality of outcomes. This 

approach is embedded in the Singaporean model, which 

heavily influences Chinese policy. There is every chance 

China will proceed along similar lines.  

*** 

In August last year, The People’s Bank of China imposed the 

so-called “three red lines” on Chinese property developers. 

These set limits on three financial ratios - liabilities 

(excluding advanced proceeds)-to-total assets, net-debt-to-
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equity and cash-to-short-term-debt. The regulators knew at 

the time which developers were most likely to breach the 

thresholds, as did investors prepared to look. The recent 

fall of Evergrande was therefore mainly a surprise to 

western business media. This is a sector we have avoided 

for a decade or more, although that does not mean we will 

always do so. 

The government has since exhaustively cut easily available 

means for over-leveraged developers to further gear up 

their balance sheets. As Sam has explained, this is not 

China’s Lehman moment. But, having reduced leverage, the 

last thing regulators want is to see property prices shoot up 

again. Regulatory attention in the sector will likely remain 

tight for some time. 

The way the Chinese tackle these problems might appear 

heavy-handed and disruptive, as they often are. They are 

also familiar; the Chinese people are used to it and have 

their ways of dealing with it. Whether it is reforming the 

railway, oil and gas, telecoms or banking industries in the 

past, occasional heavy-handed regulatory intervention has 

been the norm. Now Chinese regulators are dealing with 

Big Tech, a sector which they are less familiar with. We 

should expect a crudeness to their initial attempts. 

Heavy-handed 

Investors unnerved by the heavy-handed treatment of Big 

Tech might like to re-read the Charlie Munger quote above 

before recalling that a similar approach has given rise in 

China to a dynamic electric vehicle industry, currently 

probably doubling sales on last year. 

Much the same effect is evident in Europe. The difference 

is that China’s EV market is now powered by end-user 

demand rather than subsidies. As hybrid passenger vehicles 

from the likes of portfolio holding BYD approach cost parity 

with internal combustion engine vehicles, there is less need 

for residual government subsidies. In Europe, meanwhile, 

they have increased. 

This is an example of where an industry-targeted approach 

meets a more general ambition to increase average wages 

and increase the size of China’s middle class. Combined, 

growing domestic demand can sustain the growth of 

entirely new sectors that other countries simply could not 

sustain. Without intervention from the state, this would not 

be possible. 

 

An appreciation of this argument tends not to get a 

mention in articles that pose the question as to whether 

China is investable. Nor does the Munger quote with which 

I began.  

China has a clear trajectory for economic growth in the next 

few decades and should double its per capita GDP from 

US$10,000. Over 100m Chinese have already moved past 

this point. As China sidesteps the middle-income trap with 

the kind of approaches I have described, hundreds of 

millions more will join them. 

There are a few prerequisites that enable this goal: 

(1) China shall continue to run a market-based economy. 

Sam has already made this point; I have only one more 

thing to add; if there are signs the state is wavering on this 

issue, a temporary period of passive resistance by 

entrepreneurs collectively reducing their output will likely 

reinvigorate it. 

(2) China shall continue to integrate into the global market. 

It will soon become evident that replicating a full 

semiconductor manufacturing base in Europe will be a 

highly non-productive capital exercise. Cases in other 

sectors will likely make the same point. Despite all the 

narratives of decoupling, there is no single country that can 

replace the scale and flexibility of China’s manufacturing 

capabilities. Unlike Japan in the ‘70s, which was chased by 

Taiwan and South Korea, it has no equal. 

(3) Further integration will require foreign capital. China will 

find a further supply of foreign capital as the economic 

output unleashed by continued urbanisation is too 

attractive to resist. Investment capital will find that the long 

run rates of return from China will likely be higher than 

those in their home economies. 

If China does not need foreign capital, it will make no 

difference for a mainland Chinese company to list in Hong 

Kong or Shanghai. The fact that Alibaba still chose to list in 

Hong Kong in 2019 amid social unrest, plus the recent 

postponement of Hong Kong’s anti-sanction laws 

demonstrates its importance.  

Global capital markets are still U.S.-led, the Chinese cannot 

print dollars and the internationalisation of the renminbi 

remains a project for the future. There remains a need to 

keep foreign investors onside. 

The U.S. was once divided between the capitalist north and 

the slave-owning south, although the eventual outcome 

was barely in doubt. Even the economics of slavery - the 

owning of human capital in perpetuity - was overcome by 

the scale economics of industrialisation. 

https://www.linkedin.com/posts/samuel-le-cornu-04357b79_china-evergrande-this-is-not-chinas-lehman-activity-6846259498433298432-aHRl
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In the late nineteenth century, a new tide was rising. John 

D. Rockefeller controlled 90% of the world’s refinery 

capacity and Andrew Carnegie’s control of steel production 

exceeded that of the United Kingdom. Teddy Roosevelt 

dubbed them “malefactors of great wealth”. 

The Gilded Age of monopoly capitalism ushered in by a 

laissez-faire state came to an end during the First World 

War. The government regulated the sale of alcohol, fixed 

prices in strategic industries and, albeit briefly, nationalised 

the railroads. For the past 70 years, that process has been 

in reverse. 

History never repeats but it does rhyme, and points in a 

singular direction. If history is any guide, superior market 

economics will prevail in China just as it has almost 

everywhere else. 

None of this is to deny the obvious. The risks in China are 

real. I included the quote from Charlie Munger this quarter 

to highlight why this is no reason to dismiss the country 

altogether. It was after Munger’s urging 13 years ago that 

Warren Buffett invested US$232 million in BYD. It has since 

returned over 3,000%. Earlier this year, through Daily 

Journal Corp., Munger bought into Alibaba. 

Risk must always be measured against reward. Our job is to 

make a proper risk assessment of companies, sectors and 

countries, price these risks accordingly at the outset and 

revise them as and when new cards are dealt. 

No one has perfect foresight of what will happen tomorrow 

but there is no excuse to not prepare. As the transactions 

and approach discussed by Duke this quarter make clear, 

we’re excited by some of the opportunities created by 

investors’ refusal to engage with risk in China and price it 

sensibly.

Portfolio Commentary

The movement of money from North Asia into India is creating opportunities in small caps.  

By Duke Lo, co-founder and portfolio manager

t has been a tumultuous quarter, a point reflected in 

the performance figures for our investment strategy - 

down 11.7% on an absolute basis and 2.3% relative to 

the index. China and Korea were the worst performing 

countries and India the best. 

Money has been moving out of North Asia into India over 

the past few months. The result is that the price-to-

earnings (PE) ratio of large cap Indian stocks are trading at a 

27% premium to the five-year mean and small caps are at a 

35% premium. 

Since February this year, both groups have risen by 11%. 

We find it hard to justify Indian valuations, suspecting that 

the weight of money moving into a much smaller and less 

liquid market than China’s is having an amplified effect on 

pricing. 

In North Asia, the trend has been operating in the other 

direction. The PE multiples among large cap stocks in Korea, 

China, Taiwan and Hong Kong are, on average, trading at a 

25% discount to their peak in Feb 2021. 

This is not to say these stocks won’t see more future 

corrections - they are still trading at an 8% premium to 

their five-year mean - but it does point towards a potential 

source of opportunity. This quarter, we have increased our 

exposure to JD.com, Baidu, Tencent and CICC and lowered 

our weightings to BYD and Ali Health. 

The discount in North Asia small caps, where PE multiples 

are, on average, trading at a 16% discount to their five-year 

mean, is even greater. John and I have been focused on this 

segment recently while Sam has been combing Southeast 

Asian markets in search of the next Converge ICT, one of 

the quarter’s top performers. Across the region, small caps 

are now much cheaper than they have been, which is why 

they now dominate the portfolio.  

Despite the performance disparity between China and 

India, where we have been heavily underweight for a long 

time, Korea was the worst contributor to our investment 

strategy performance. Having taken profits in Kakao, where 

the valuation was full and the IPO of Kakao Bank was priced 

aggressively, Hugel, Korea’s largest maker of Botox, is now 

our major exposure. In the June quarter, the share price 

rose strongly but has since corrected under odd 

circumstances. 

A consortium led by healthcare-dedicated investment firm 

CBC Group has agreed to acquire a 47% stake in Hugel from 

I 
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Bain Capital for 1.7 trillion won ($1.5 billion). This was a 

premium to the then-market capitalisation but investors 

failed to appreciate the synergies with the new owner, a 

construction and oil conglomerate. The share price fell 28% 

in the quarter and the price paid for nearly half the 

company stands at an 83% premium to the current share 

price. We remain happy holders of the stock. 

The contrarian theme continued by sector, with Materials, 

Energy and Utilities the best performers this quarter, a 

sector to which we have no exposure except for one utility 

stock. The worst performing sectors were Consumer 

Discretionary, Consumer Services and Healthcare, which 

include the hard-hit Internet platforms. We own a number 

of overweights in the Internet sector and our Healthcare 

exposure is a company that operates primarily online. Both 

made a contribution to the negative attribution. 

Despite the value appearing in some Chinese sectors, we 

are now underweight the country for the first time since 

our investment strategy’s inception. As Sam and John have 

made clear in their commentary, this is not to imply we 

view the country’s future unfavourably. There have been, 

however, some specific disposals. 

Sell-downs and exits 

After the Government introduced new guidance on 

regulations for gig economy workers, we exited Meituan 

towards the end of July. The company has about three 

million riders, all of whom are outsourced and off balance 

sheet. Their likely higher wages and additional labour and 

social welfare protections, whilst a good thing for the 

economy at large, will probably result in a higher cost base 

for the company. 

Moutai, maker of a popular distilled Chinese liquor, has also 

suffered from regulatory intervention. We disposed of our 

holding in August after the Central Commission for 

Discipline Inspection criticised corporate drinking culture. 

This latest campaign follows crackdowns in 2016 and 2018, 

which weren’t that effective. It might be different this time 

but we didn’t believe it was necessary to wait and find out. 

Health and Happiness, which owns Swiss-branded health 

and nutritional products and has exposure to infant milk 

formulas, was the other disposal. We were already aware 

of the impact of the stagnant birth rate in China, which is 

pressuring the milk powder business, but two further 

factors made our minds up. 

With the Government striving to increase the birth rate, the 

cost of raising a child may come under scrutiny. With milk 

powder a key cost, measures to alleviate cost pressures 

might adversely impact producers. The announcement of 

an acquisition at an excessive price that stretches the 

company balance sheet when it could have bought back 

shares instead was the clincher. We sold out in early 

September. 

In terms of company specific attributors, Converge ICT, 

which we featured last quarter, rose more than 76% over 

the three months to September 30. This pure-play Filipino 

fibre internet service provider is growing rapidly in an 

underpenetrated market. 

Whilst TSMC is down over the past quarter, another 

Taiwanese semiconductor foundry, Vanguard, rose 

impressively, up 28%. With a continued supply shortage, 

favourable demand and no major additional capacity to 

satisfy it in the short term, the outlook remains favourable. 

The same cannot be said for China Yuhua Education, where 

the ‘E’ word caused the stock price to fall 46% over the 

quarter. Thanks to government regulation and lingering 

concerns over the VIE structure, the entire sector has been 

pummelled. Fortunately, we lowered our exposure to the 

company earlier in the quarter. 

“It’s important to appreciate what you can 

control and what you can’t.” 

In addition to the increased weights, we added two new 

stocks to the portfolio. MegastudyEdu offers online and 

offline educational programs to Korean middle and high 

school students, along with some adult test preparation 

courses. The company has an established brand, high 

growth prospects and an attractive valuation.  

We also participated in an IPO this quarter. Zomato is the 

Indian equivalent of Deliveroo and clearly captured the 

attention of investors. The IPO was oversubscribed by a 

factor of 38 and the share price jumped as high as 82% on 

the day of listing, closing up 53%. That was plenty for us 

and we exited the stock. 

Having held higher-than-normal cash levels in July and 

August, the market started to bounce back towards the end 

of August, having given us the opportunity to put some of 

our cash to work. In this environment, it’s important to 

appreciate what you can control and what you can’t.  

Instead of fretting over the next round of regulations, we’re 

spending our time looking at valuations and finding 

opportunities. Future outperformance is created at a time 

like this and that is what we’re focused on. 

https://www.scmp.com/comment/insight-opinion/article/1983901/toast-xi-jinpings-crackdown-chinas-ingrained-drinking
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Stonehorn Portfolio Overview 
 

Strategy (I) USD Net Performance 
 

Stonehorn Asia 
Equity Strategy^ 

Relative to 
MSCI AxJ † 

1 month -4.57% -0.40% 

3 months -11.66% -2.33% 

6 months -7.24% -1.17% 

YTD -4.82% -1.29% 

1 year 14.65% 0.24% 

Since Inception * 41.32% 8.71% 

Since inception (CAGR) 16.18% 3.16% 

* Inception date 11 Jun 2019 
† Benchmark MSCI AC Daily Total Return Net Asia Ex Japan USD Index 
^ Includes (net) 70bps of costs and impact on inception date (one-off) 
Minimum investment is USD 1 million – For Professional Investors (PI) only 
 

Strategy (I) USD 
Upside 
Capture 

Downside 
Capture 

IR** 

Inception-to-date* 102.24% 89.07% 0.68 

* Inception date 11 Jun 2019   
** The annualized Information Ratio (IR) is a measurement of portfolio 
returns beyond the returns of a benchmark compared to the volatility of 
those returns. 

 

Strategy (Super-II) USD Net Performance 
 

Stonehorn Asia 
Equity Strategy 

Relative to 
MSCI AxJ † 

1 month -4.54% -0.37% 

3 months -11.46% -2.13% 

6 months -7.03% -0.96% 

YTD -4.49% -0.96% 

1 year 14.91% 0.50% 

Since Inception * 50.89% 12.46% 

* Inception date 17 Apr 2020  
† Benchmark MSCI AC Daily Total Return Net Asia Ex Japan USD Index 
Minimum Investment is USD 150 million – For large institutional clients only 
 

Top 5 Active Positions Weight 

ALIBABA GROUP HOLDING LTD 3.6% 

INFOSYS LTD 3.6% 

COSMAX INC 3.4% 

SK HYNIX INC 3.4% 

SAMSUNG ELECTRONICS CO LTD 3.2% 

 

Sector Allocation Weight 

Information Technology 35.87% 

Consumer Discretionary 18.55% 

Communication Services 16.43% 

Financials 9.91% 

Industrials 6.04% 

Consumer Staples 3.42% 

Health Care 3.24% 

Utilities 2.50% 

Energy 0.00% 

Materials 0.00% 

Real Estate 0.00% 

Cash 4.05% 

Total 100.0% 

 

Country Allocation Weight 

China 30.61% 

South Korea 25.88% 

Taiwan 18.28% 

Hong Kong 10.61% 

India 5.85% 

Philippines 2.72% 

Singapore 2.02% 

Indonesia 0.00% 

Malaysia 0.00% 

Thailand 0.00% 

Others 0.00% 

Cash 4.05% 

Total 100.0% 
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Disclaimers 
 

This document is prepared by Stonehorn Global Partners Limited 

(Stonehorn Global Partners). Stonehorn Global Partners is regulated 

by the Securities and Futures Commission of Hong Kong under Hong 

Kong law, which differ from Australian laws. Pursuant to Class Order 

03/1103 issued by the Australian Securities and Investments 

Commission, as it continues to apply by force of ASIC Corporations 

(Repeal and Transitional) Instrument 2016/396 and ASIC Corporations 

(Amendment) Instrument 2018/807, Stonehorn Global Partners is not 

required to hold an Australian financial services licence under the 

Corporations Act 2001 (Cth) in respect of its provision of financial 

services in Australia. Stonehorn Global Partners is only permitted to 

provide financial services in Australia to wholesale clients as provided 

for in the Corporations Act 2001 (Cth). 

This document must not be relied on for purposes of any investment 

decisions. The contents of this document have not been reviewed by 

any regulatory authority in Hong Kong. Neither the fund nor the 

fund’s offering memorandum have been authorized or approved by 

the Securities and Futures Commission in Hong Kong. You are advised 

to exercise caution in relation to the offer. If you are in any doubt any 

of the contents of this document, you should obtain independent 

professional advice. Investors should rely only on the fund’s offering 

documents when making any decision to invest. 

Before investing in any Company, we recommend that all relevant 

documents, such as reports and accounts and prospectus should be 

read, which specify the particular risks associated with investment in 

the Company, together with any specific restrictions applying and the 

basis of dealing. 

This document is published as a service for reference purposes only 

and not to solicit any action based upon it.  This document does not 

constitute or form part of any offer or invitation to sell or any 

solicitation of any offer to purchase or subscribe for shares in the 

Company. The information disclosed in this document remains subject 

to revision without prior notice. 

General Risk Factors (for more details, please refer to the fund’s 

offering document): The value of any investments or any income 

generated may go down as well as up and is not guaranteed.  Past 

performance will not necessarily be repeated. Changes in exchange 

rates may have an adverse effect on the value, price, or income of 

any investment. There are additional risks associated with investing 

in emerging or developing markets. There is no assurance or 

guarantee that the investment objective of the Company will be 

achieved and investment results may vary substantially overtime. 

 

 

 

 

The Fund has appointed as Swiss Representative Waystone Fund 

Services (Switzerland) SA, Av. Villamont 17, 1005 Lausanne, 

Switzerland, Tel: +41 21 311 17 77, switzerland@waystone.com. The 

Fund’s Swiss paying agent is Helvetische Bank. In respect of the Shares 

distributed in or from Switzerland, the place of performance and 

jurisdiction is at the registered office of the Swiss Representative. 

This is a marketing communication. Please refer to the Stonehorn Asia 

ICAV prospectus and to the KIID before making any final investment 

decisions. 

A copy of the English version of the prospectus of the Fund and the 

Key Investor Information Document (KIID) relating to the Fund may be 

obtained online from  https://www.stonehornpartners.com/funds/ or 

alternatively received via email upon request by contacting 

TATeam@MJHudson.com. Where required under national rules, the 

KIID will also be available in the local language of the relevant EEA 

Member State. 

A summary of investor rights associated with an investment in the 

Fund is available online in English at https://bridgeconsulting.ie/wp-

content/uploads/2021/07/Shareholder-Rights-for-UCITS_-

Clean_Bridge-Website.pdf or it may be received upon request via 

email by contacting TATeam@MJHudson.com. 

A decision may be taken at any time to terminate the arrangements 

made for the marketing of the Fund in any EEA Member State in 

which it is currently marketed. In such circumstances, Shareholders in 

the affected EEA Member State will be notified of this decision and 

will be provided with the opportunity to redeem their shareholding in 

the Fund free of any charges or deductions for at least 30 working 

days from the date of such notification. 

 

 

 

mailto:switzerland@waystone.com
http://www.stonehornpartners.com/funds/
mailto:TATeam@MJHudson.com
https://bridgeconsulting.ie/wp-content/uploads/2021/07/Shareholder-Rights-for-UCITS_-Clean_Bridge-Website.pdf
https://bridgeconsulting.ie/wp-content/uploads/2021/07/Shareholder-Rights-for-UCITS_-Clean_Bridge-Website.pdf
https://bridgeconsulting.ie/wp-content/uploads/2021/07/Shareholder-Rights-for-UCITS_-Clean_Bridge-Website.pdf
mailto:TATeam@MJHudson.com
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About Stonehorn Global Partners 

Stonehorn Global Partners (Stonehorn) is majority owned by its staff  

and believes an alignment of interest with their clients is what 

builds sustainable partnerships. 

Stonehorn’s founding members have partnered together in Asia for over 12 

years and have a long and strong record investing in Asian equities. Since then 

they have built an extensive network of relationships with Asian companies, 

government bodies and industry contacts. 

This level of access together with their experience allows them to select 

investments carefully by cross-checking investment assumptions with 

management discussions, financial analysis and industry checks. 

Stonehorn conducts research via a deep dive bottom up approach focusing on 

Environmental, Social and Governance (ESG) factors. Stonehorn’s proprietary 

due diligence and research methods are based on a seamless collaboration 

with each member correctly trusting each other. 

For more information please visit: www.stonehornpartners.com 

FOR PROFESSIONAL INVESTORS ONLY 

 

Stonehorn Global Partners Limited 
 
For more information, please contact us. We are looking forward to hearing from you. 
 

ASIA 
Phone: (852) 3619 4721 
Fax: (852) 3619 4727 
Email: contact@stonehornpartners.com 
 
Suite 2806, 28th Floor, Lippo Centre,  
Tower One, 89 Queensway, Hong Kong 

 

EUROPE  
(Swiss Representative Office) 
Phone: +41 78 692 6621 
Email: maria.llanes@stonehornpartners.com 
 
Churerstrasse 47, 8808,  
Pfaeffikon, Switzerland 
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